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COMMONWEALTH OF KENTUCKY 
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Matter o f :  

NOTICE OF ADJUSTMENT OF THE RATES ) 
OF KENTUCKY-AMI!XtICAN WATER COMPANY ) 
EFFECTIVE ON A?m AFTER APRIL 18, 1 
1980 1 

CASE NO. 
7783 

O R D E R  

On March 2 6 ,  1980, Kentucky-American Water Company, the 

A p p l i c a n t ,  f i l e d  a N o t i c e  of an  a d j u s t m e n t  of w a t e r  s e r v i c e  rates 

t o  become e f f e c t i v e  on A p r i l  18, 1980. The p roposed  rates would 

increase a n n u a l  o p e r a t i n g  r evenues  t o  t h e  Company by $1 ,201 ,666 ,  

or a p p r o x i m a t e l y  12.e5X. 

To determine t h e  r e a s o n a b l e n e s s  o f  t h e  r e q u e s t e d  ra tes ,  

t h e  Commission i n  a n  Orde r  d a t e d  March 26,  1980, set a p u b l i c  

hearing t o  be h e l d  M r I y  6 ,  1980, and  suspended  t h e  p roposed  rates 

for a p e r i o d  of f i v e  (5) months on and a f t e r  t h e  e f f e c t i v e  d a t e .  

F u r t h e r  h e a r i n g s  w e r e  h e l d  J u l y  1, 1980, and J u l y  31, 1980. 

N o t i c e  of s u c h  h e a r i n g s  w e r e  made by t h e  A p p l i c a n t  i n  manners  

p r e s c r i b e d  by Kentucky Rev i sed  S t a t u t e s  and t h e  Commission 's  r u l e s  

and  r egu la t ions .  Thz o n l y  p a r t y  i n t e r v e n i n g  i n  t h i s  matter w a s  

t h e  A t t o r n e y  G e n e r a l ' s  D i v i s i o n  of Consumer I n t e r v e n t i o n .  

Briefs from the p a r t i e s  of interest were f i l e d  by August 23, 

1980, and t h e  e n t i r e  r e c o r d  w a s  t h e n  s u b m i t t e d  t o  t h e  Commission 

f o r  f i n a l  d e t e r m i n a t i o n .  

The Kentucky-American Water Company o p e r a t e s  as  a p u b l i c  

u t i l i t y  p r o v i d i n g  w a t e r  s e r v i c e  t o  a p p r o x i m a t e l y  6 1 , 0 0 0  cus tomere  

in f i v e  c o u n t i e s  of C e n t r a l  Kentucky. The Company is 8 w h o l l y -  

owned s u b s i d i a r y  o f  t h e  American Water Works Company, I n c . ,  and 

as such bene f i t s  f r o m  v a r i o u s  p a r e n t  s u b s i d i a r y  r e l a t i o n s h i p s .  



TEST YEAR 

I 

The Commission accepts the Applicant's proposed test period, 

t h e  calendar year endjng December 31, 1979, for the purpose of 

determining the reasotableness of the proposed rates and charges. 

In accordance with Conlmission policy, pro-forma adjustments have 

been included when known, just  and measurable. 

VALUATION METHODS 

Net Investment 

The Commission has determined that at the end of the test 

period the Applicant's Net Investment in its utility operations 

I s  as follows: 

Utility Plant in Service $50,912,658 
Construction Wcrk in Progress 4 4 C ,  060 
Prepayments 17,792 
Materials and Supplies 198,200 
Cash Working Capital 591,455 

Sub-tot a1 $52,160,165 

L e s s  : 

Reserve for Depreciation and 
Amortization $ 6,889,034 

Customer Advances for Construction 2,446,240 
Contributions 3,040,920 

2,898,123 Deferred Federal and State Taxes 
3% Investment Tax Credit 284,813 

Sub-total $15,559,130 

N e t  Original Cost Rate Base $36,601,035 

Less : 

Plant Acquisition Adjustment 

Net Investment 

$ 1,511,937 

$35,089,098 

The Applicant's proposed Net Original Cost Rate Base of 

$35,371 ,0001 has been accepted with four exceptions. The proposal 

to Include the non-revenue producing committed construction program 

of $446,7542 with related additional depreciation and deferred 

income taxes of $4,548 and $33,789, respectively, are in the 

Commission's opinion nDt proper items for rate-making purposes 

'Applicant's Notice, Exhibit 6, Schedule 1, page 1. 
2Applicant1s Notice, Exhibit 6, Schedule 2. 
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and h a v e  n o t  been i n c l u d e d  i n  t h e  N e t  O r i g i n a l  Cost Rate Base  

ca lcu la t ion .  However, some p o r t i o n s  of s u c h  program are i n c l u d e d  

i n  C o n s t r u c t i o n  Work i n  P r o g r e s s  of $440,060 which h a s  been included 

i n  t h e  Commission 's  above-determined c a l c u l a t i o n .  I n  c o n f o r m i t y  I 

w i t h  Commission p o l i c j . ,  c a s h  working c a p i t a l  is computed as one- 

e i g h t h  of a d j u s t e d  o p e r a t i o n  and ma in tenance  e x p e n s e  a n d  t h e  R e s e r v e  

I 

For D e p r e c i a t i o n  a n d  A m o r t i z a t i o n  i n c r e a s e d  by $25,850 t o  i n c l u d e  

an end-of-per iod d e p r e c i a t i o n  e x p e n s e  a d j u s t m e n t .  

Cap it a 1 S t r u c  t ur e 

A p p l i c a n t  proposed a capi ta l  s t r u c t u r e  of $34,638,582. The 

Commission h a s  a c c e p t e d  t h i s  c a p i t a l  s t r u c t u r e  a n d  h a s  a l l o c a t e d  

t h e  Job Development C r e d i t  (JDIC) t o  t h e  o t h e r  c a p i t a l  components 

based on t h e i r  re la t ive  w e i g h t s  t o  t o t a l  c a p i t a l  e x c l u d i n g  JDIC 

i n  compl iance  w i t h  I n t e r n a l  Revenue S e r v i c e  r e g u l a t i o n s .  T h i s  

me thod ,  i n  f u r t h e r  c a l c u l a t i o n ,  a s s i g n s  t h e  o v e r a l l  cos t  of capi ta l  

t o  J D I C .  

T h e r e f o r e ,  t h e  Commission f i n d s  A p p l i c a n t ' s  capi ta l  s t r u c t u r e  

as of D e c e m b e r  31, 1879 t o  be as f o l l o w s :  

Lane-Term D e b t  
Short-Term D e b t  
Preferred Stock 
Common E q u i t y  

$ % 

$20,438,215 57.39% 
1 , 9 8 0 , 0 7 4  5.56 
4 , 1 0 9 , 7 2 3  11 .54  
9 , 0 8 4 , 8 3 8  25.51 

$35,612,850 100.00% 

The Commission is aware of o t h e r  v a l u a t i o n  methods  n o t  

I n c l u d e d  i n  t h e  e v i d e n c e  of record. The Commission h a s  g i v e n  

d u e  c o n s i d e r a t i o n  t o  a l l  e l e m e n t s  of v a l u e  i n  d e t e r m i n i n g  t h e  

r e a E o n a b l e n e s s  of t h s  m a t t e r  h e r e i n .  

REVENUES AND EXPENSES 

The A p p l i c a n t  proposed  s e v e r a l  pro forma a d j u s t m e n t s  t o  

reflect more c u r r e n t  o p e r a t i n g  c o n d i t i o n s .  The Commission is of 

t h e  o p i n i o n  t h a t  t h e  a d j u s t m e n t s  g e n e r a l l y  are p r o p e r  and h a v e  

boon a c c e p t e d  w i t h  t h e  following exccpl lonm.  

The Commissicm h a s  d e l e t e d  a l l  a d j u s t m e n t s  r e l a t e d  t o  t h e  

non-revenue produc1r.g commit ted c o n s t r u c t i o n  program. The U t i l i t y  

R e g u l a t o r y  Commission assessment i n c l u d e d  h e r e i n  is calculated 
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using t h e  actual  F i s c a l  Year 

r e d u c e s  A p p l i c a n t ' s  p roposed  

f u r t h e r  p roposed  t o  increase 

1980-1981 assessment ra te .  T h i s  

a d j u s t m e n t  by $3,569. A p p l i c a n t  

i n t e r e s t  expenses on s h o r t - t e r m  

debt by $216,519 based on  t e s t - y e a r  end  i n t e r e s t  rates. The 

Commission h a s  reducec-. t h i s  p roposed  ad jus tment  by $81,813 t o  

$134,706 i n  order t o  m o r e  a c c u r a t e l y  reflect  c u r r e n t  i n t e r e s t  

rates and c u r r e n t  marke t  c o n d i t i o n s ,  F e d e r a l  and State  Income 

T a x e s  have  been computed o n  t h e  a d j u s t e d  c o r p o r a t e  income l e v e l  

and  A p p l i c a n t ' s  p roposed  r e d u c t i o n  d e c r e a s e d  by $108,090.  

F i n a l l y ,  t h e  Commission rejects t h e  A p p l i c a n t ' s  p roposed  a d j u s t -  

ments t o  o t h e r  income a n d  m i s c e l l a n e o u s  d e d u c t i o n s .  

The Commission h a s  made two f u r t h e r  a d j u s t m e n t s  to  t h e  

A p p l i c a n t ' s  Income S t a t e m e n t .  F i r s t ,  t h e  Commission h a s  i n c l u d e d  

a n  A l l o w a n c e  For Funds  Used Dur ing  C o n s t r u c t i o n  of $9,232 i n  

o p e r a t i n g  r e v e n u e s .  Second,  t h e  Commission h a s  d e d u c t e d  $3,500 

of i n s t i t u t i o n a l  a d v e r t i s i n g  from operat ing e x p e n s e s .  

T h e r e f o r e ,  A p p l i c a n t ' s  test p e r i o d  o p e r a t i o n s  are a d j u s t e d  

as follows: 

Actual  Ad jus tmen t s  A d j u s t e d  

Opera t ing  R e v e n u e s  $ 9 , 2 1 8 , 4 9 5  $138,819 $9 ,357 ,314  
Operating Expenees  6 , 4 6 7 , 6 8 3  127 ,160  6 , 5 9 4 , 8 4 3  

N e t  O p e r a t i n g  Income $2 ,750 ,812  $ 11,659 $2 ,762 ,471  

RATES OF RETURN 

The Commission is of t h e  o p i n i o n  t h a t  a n  8.5% r e t u r n  on N e t  

Inves tmen t  is p r o p e r  i n  t h i s  case and t h a t  s u c h  a r e t u r n  w i l l  

permit Kentucky-American t o  provide for its necessary operat ing 

expenses, pay its ir.terest, pay its d i v i d e n d  on preferred stock, 

p r o v i d e  f o r  a reasonable d i v i d e n d  on its common s t o c k  p l u s  a 

rearsonable amoun t  of s u r p l u s  for e q u i t y  growth .  

The rates prescr ibed In Appendix "A" w i l l  p roduce  a n n u a l  

o p e r a t i n g  r e v e n u e s  of a p p r o x i m a t e l y  $9 ,823 ,200 .  These  rates will 

f u r t h e r  p r o v i d e  n e t  o p e r a t i n g  income l e v e l s  of $2,998,600 on a 

test p e r i o d  basis,  and  are t h e  l e v e l s  of n e t  operat ing income found 
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I r e a s o n a b l e  in t h i s  ma t t e r .  A s  a r e s u l t ,  test  period o p e r a t i o n s  

r e s u l t  i n  a n e t  o p e r a t i n g  income d e f i c i e n c y  of $236,100. T h i s  
I 

d e f i c i e n c y  a d j u s t e d  f o r  income t a x e s  r e s u l t s  i n  a d d i t i o n a l  r e v e n u e  

r e q u i r e m e n t s  of $465,900, and is t h e  amount of a d d i t i o n a l  r e v e n u e  

g r a n t e d  h e r e i n .  

These  add i t iona l  r e v e n u e s  s h o u l d  p r o v i d e  t h e  f o l l o w i n g  

approximate rates of r e t u r n  on  t h e  v a r i o u s  v a l u a t i o n  methods  a n d ,  

i n  o u r  o p i n i o n ,  are t h e  r e a s o n a b l e  l e v e l s  of r e t u r n  f o r  t h e  

Kentucky-American Wat er Company. 

V a l u a t i o n  Base  Amount 

N e t  O r i g i n a l  <!ost Rate Base $36,601,035 
N e t  Investment .  35,089,098 
C a p i t a l  S t r u c t u r e  35,612,850 
Conwon E q u i t y  9,084 , 838 

R a t e  of R e t u r n  

8.19% 
8.54% 
8.42% 
12.00% 

SUMMARY 

The Commission, a f te r  c o n s i d e r a t i o n  of a l l  t h e  e v i d e n c e  of 

record and  being a d v i s e d ,  is of t h e  o p i n i o n  and so FINDS t h a t  t h e  

rates p r e s c r i b e d  in Appendix "A" p r o d u c i n g  g r o s s  o p e r a t i n g  r e v e n u e s  

of $9,823,200 fo r  th-3 a d y u s t e d  test  year e n d i n g  D e c e m b e r  3 1 ,  1979 ,  

are t h e  fair, j u s t  and r e a s o n a b l e  rates t o  be charged for w a t e r  

s e r v i c e  by Kentucky-American Water Company. 

The Commission f u r t h e r  FINDS, t h a t  t h e  r e t u r n s  allowed i n  

t h i s  matter on a test p e r i o d  basis w i l l  permit t h e  A p p l i c a n t  t o  

p r o v i d e  for i t s  o p e r a t i n g  e x p e n s e s ,  pay i t s  i n t e r e s t ,  provide for 

a r e a s o n a b l e  d i v i d e n d  a n d  a r e a s o n a b l e  amount of s u r p l u s  for  e q u i t y  

growth. 

The Commission f u r t h e r  FINDS, t h a t  t h e  rates p roposed  by 

t h e  A p p l i c a n t  are u n f a i r ,  u n j u s t ,  and u n r e a s o n a b l e  i n  t h a t  t h e y  

p roduce  a n n u a l  r e v e n u e s  I n  e x c e s s  of those found r e a s o n a b l e  h e r e i n  

and s h o u l d  be denied. .  

IT IS THEREFORE ORDERED, t h a t  t h e  p roposed  rates s o u g h t  by 

t h e  A p p l i c a n t  as  set out i n  t h e  A p p l i c a t i o n  b e  and t h e  same are 

h e r e b y  d e n i e d .  
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IT IS FURTHER ORDERED, t h a t  t h e  rates set f o r t h  i n  Appendix 

"A" be and are h e r e b y  approved  as t h e  f a i r ,  just and r e a s o n a b l e  

rates for water s e r v i c e  p r o v i d e d  by Kentucky-American Water Company 

e f f e c t i v e  t h e  d a t e  of t h i s  Order. 

IT IS FURTHER ORDERED, t h a t  t h e  Kentucky-American Water 

Company f i l e  with this Commission w i t h i n  t h i r t y  (30) d a y s  from t h e  

date of t h i s  O r d e r  its revised t a r i f f  sheets s e t t i n g  out t h e  rates 

for water s e r v i c e  approved  h e r e i n .  

Done at  F r a n k f o r t ,  Kentucky,  t h i s  18th day  of September, 

1980. 

UTILITY REGULATORY COhIMI SS ION 

Chairman 

V i c e  Chairman 

Commissioner 

ATTEST : 

S e c r e t  8r y 



APPEND I X "A" 

APPENDIX TO All  ORDER OF THE UTILITY REGULATORY 
CObMISSION IN CASE NO. 7783 DATED SEPTEMBER 18, 1880. 

The f o l l o w i n g  rates and c h a r g e s  are prescribed f o r  t h e  

cus tomers  i n  t h e  area s e r v e d  by t h e  Kentucky-American Water 

Company. A l l  o t h e r  rates and c h a r g e s  n o t  s p e c i f i c a l l y  men- 

t i o n e d  h e r e i n  s h a l l  remain  t h e  same as those  i n  e f f e c t  u n d e r  

a u t h o r i t y  of t h e  Commission p r i o r  t o  t h e  date  of t h i s  O r d e r .  

S e r v i c e  C l a s s i f i c a t i o n  N o .  1 

Rates 

For t h e  F i r s t  
For t h e  Next 
F o r  t h e  Next 
For All Over  

Size of Meter 

5 /  8" 

Cubic  F e e t  Per Rate Per 
Month Quarter 100 C u b i c  Feet 

5 , 000 15,000 $0.96973 
30,000 90,000 0.70231 
300,000 900,000 0.40813 

1,005,000 0.26976 335,000 

ldinimum Charges  

Minimum Charge Per 
Month Q u a r t e r  
$ 2.88 $ 8.64 

3/4" 4 . 3 3  12.99 

1" 

13" 

7.18  21.54 

14.43 43.29 

2" 23.08 69.24 

3" 

4" 

49.90 149.70 

76.16 228.48 

6 I' 160.25 480.75 

Service C l a s s i f i c a t i o n  No. 2 

Meter Rates 

For a l l  water used 

S e r v i c e  C l a s s i f i c a t i o n  No. 3 

Rate P e r  
100 Cub ic  Feet 

$0.49068 

R a t e s  

Size of Service 

4" D i a m e t e r  
6" D i a m e t e r  
8lC D i a m e t e r  
12" Diameter 

Rate 
Per Annum 

$114.00 
226.80 
454.68 
909.48 



S e r v i c e  C l a s s i f i c a t i o n  No. 4 
R a t e  

R a t e s  Pe r  Annum 

For e a c h  p u b l i c  fire h y d r a n t ,  c o n t r a c t e d  
for  or ordered by C i t l ' ,  County ,  State  or 
Federal  Governmental  Agencies  or I n s t i t u t i o n s  $112.80 

For each p r i v a t e  f i re  h y d r a n t  c o n t r a c t e d  
for  by i n d u s t r i e s  or p r i v a t e  i n s t i t u t i o n s  112.80 

For each water cus tomer  whose  p r e m i s e s  is 
located w i t h i n  1,000 feet of a p r i v a t e  hy- 
d r a n t  n o t  c o n t r a c t e d  for by i n d u s t r i e s  or 
p r i v a t e  i n s t i t u t i o n s ,  as measured  along p u b l i c  
s treets or  roads, i n  advance  4 . 9 2  

S e r v i c e  C l a s s i f i c a t i o n  - 
P u b l i c ,  P r i v a t e ,  F i r e  P r o t e c t i o n  
(West Scot t  County D i v i s i o n )  

R a t e  
R a t e s  P e r  Annum 

F o r  e a c h  p u b l i c  f i r e  h y d r a n t ,  c o n t r a c t e d  
for by C i t y ,  County ,  State o r  F e d e r a l  
Governmental  Agencies or  I n s t i t u t i o n s  $25 .00  

F o r  p r i v a t e  f i r e  c o n n e c t i o n s  u s e d  e x c l u s i v e l y  
for  f i r e  p r o t e c t i o n  p u r p o s e s .  

R a t e  
Size of S e r v i c e  Per Annum 

4" D i a m e t e r  
6" Diame:er 
8" Diame';er 

12" Diameter 

$108.72 
21.6.36 
433.80 
867.63 

Reconnect  i o n  Charge 

When i t  h a s  been n e c e s s a r y  t o  d i s c o n t i n u e  water s e r v i c e  t o  any 
premises b e c a u s e  of a v i o l a t i o n  of the Company's Rules  and Regulations 
o n  accoun t  of non-payments of any b i l l  for water s e r v i c e ,  a c h a r g e  of 
Ten Dollars  ($10.00) w i l l  be made t o  c o v e r  t he  expense  of t u r n i n g  on 
t h e  water s e r v i c e .  


